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Proposed Corporate income Tax Regulations

Part 1. General

1.1 General rule

These regulations prescribe the taxpayer, scope of taxable income, method of computing
tax amount, return, procedures of payment and refund, and other necessary matiers to
ensure proper enforcement of tax liability.

1.2 Effective Date

The Corporate Income Tax Regulations shall take effect no sooner than ten days after
compliance with section 102(1) of Title 17 aof the Code of the Federated States of
Micronesia, and shall be effective upon cettification of adoption of the Department of
Finance and Administration, following approval by the Secretary, the President of the
Federated States of Micronesia and the Department of Justice. The Corporate Income Tax

Reguiations shall apply to all corpdrate income tax returns filed after the effective date of
the reguiations.

1.3 Definitions
In these regulations, unless the subject or context otherwise requires”

“Act’ means Public Law 13-71, the Corparate Incoma Tax Act of 2004;
“Domestic” means the Federated States of Micronesia (hereinafter referred as the “FSM™),
“Forgign” means a country other than the FSM;

“Domestic Corporation™ means a Major Corporation, incorporated or established in the
FSM, as defined by the Act;

“Foreign Corporation” means a corporation incorporated or established in a jurisdiction
outside the FSM;

“Shareholder” means a sharehoider or a partner of partnership corporation, limited

partnership corporation or combined corporation, and other investors of corporations;
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“Executive officer” means a director, operation manager, accounting statutory auditor,
trustee, comptroller, liquidator, or other persons engaged in management of a corporation;

“Amount of capital” means amount of investment of shareholders to a corporation;

“Amount of retained eadrnings” means retained amount, out of taxable income of a
corporation;

“Net operating loss amount” means excess of gross expense in the accounting period over

gross tevenue in the accounting pericd in computing taxable income for each accounting
period,

“Final return” means the return (including the retum submitted after due date) under Article
2.4,

“Secretary” means the Secretary of Finance and Administration, who shall be responsible
for the assessment and collection of tax, shall pay all amounts collected in respect thereof
into the Genera! Fund, and may specify the form of any return, claim, statement or notice
to be made or given under the Act.

1.4 Taxpayer

Domestic Corporations shall be liable to pay corporation tax pursuant to the Act.

1.5 Scope of taxable income of Domestic Corporation

A Domestic Corporation shall be subject te corporation tax on the income for each
accounting period,

1.6 Accounting petiod

In the Act, the term “accounting period” means a period to be a unit of computation of
assets and profit and loss of a corporation, {hereinaiter referred to in these Regulations as
“accounting term”), which are provided for in laws and regulations or in articles of
incorporation, articles of association, rules, agreements or others of this kind of the
corporation (hereinafter referred to in these Regulations as “articles of incorporation™).
The accounting term shall not exceed 12 months.

1.7 Notification in the case of having changed accounting period
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Where a corporation has changed the accounting term stipulated in its articles of
incorporation or has newly stipulated the accounting term in its articles of incorporation, it
shall without delay notify the Secretary of the accounting term befere the change, the
accounting term after the change, or the accounting term thus stipulated.

1.8 Place of tax payment of Domestic Corporation
The place of payment of corporation tax of a Domestic Corporation shall be the
Department of Finance in Palikir or at any FSM Embassy.

1.8 Tax Forms

The Secretary shali have the full authority to create and, if need be, amend any and all
requisite tax forms required.

Part 2. Tax Computation

2.1 Tax base of corporation tax on income for each aceounting period
The tax base of carporation tax on income for each accounting period to be imposed on a
Demestic Corporation shall be taxable income for each accounting period.

2.2 Computation of taxable income for each accounting period
(1} Taxable income of a Domestic Corporation for each accounting period shall be the
amount oktained by deducting the gross expense in such accounting period from the
gross revenue in such accounting period.
(2) In computing taxable income for each accounting period of a Domestic Corporation,
the amount to be included in gross revenug in the accounting period shall, unless
otherwise provided, be the amount of revenue in the stated accounting period from sales
of assets, gratuitous transfer of assets, or rendering of service, or gratuitous acquisition of
assets, any transactions other than ¢capital transactions.
(3) in computing taxable income for each accounting period of a Domestic Corporation,
the amount to be included in gross expense in the accounting period, shall, unless
otherwise provided, be the amount prescribed in the foliowing:
(i) The amount of cost of sales, cost of completed construction work and other
similar costs with regard to revenue in the stated accounting period;
(i) In addition to those prescribed in the preceding item, the amounts of
selling expenses, general administrative expenses and other expenses in the said
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accounting period (excluding costs other than decline in value that is not definite by

the last day of the stated account peried);

(i) The amount of loss in the stated accounting period from transactions other

than transactions of capital.
{4) The amount of revenue in the stated accounting period stipulated in the paragraph (2)
and the amounts prescribed in the respective items of the preceding paragraph shall be
computed in accordance with the standards of generally accepted accounting principals.
(5) Transactions of capital under paragraph (2) or (3) mean transactions which cause an
increase or a decrease in the amount of capital and the distribution of profit or surplus
carried out by a corporation.

2.3 Corporation tax rate on taxable income for each accounting period

The amount of corporation tax on the income of each accounting period imposed on a
Domestic Corporation shall be the amount computed by multiplying taxable income for
cach accounting period by the tax rate of twenty-five and a half percent (25.5%).

2.4 Final return

A Domestic Corporation shall file with the Secretary a return stating the following matters
based on the definite settlement of accounts within six months from the day following the
last day of each accounting period:
(i} The income or the amount of net loss which is the tax base for the accounting
period;
(i) The amount of corporation tax computed by applying the provisions of the
praeceding Section (Computation of tax amounts) to the taxable income stated in
the preceding item;
(i) The documents as prescribed by Department of the Finance, such as the
balance sheet and the income statement for the accounting period, shall
accompany the final return.

2.5 Tax payment

A Domestic Corporation, which shall file a final return under Article 2.4 {Firal return) shall
pay its estimated amount of corporation tax within 30 days of the last day of its accounting
year, in the case where the Domestic Corporation has the amount prescribed in item (i) of
the stated paragraph. Any additional tax due as shown on the tax return shai! be paid by
the last business day of the 6 month pericd following the last day of the Domestic
Corporation’s tax year. If the additional tax due as indicated on the tax return is more
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than 10 % of the estimated tax amount paid, the Domestic Corporation shall also pay
interest, compounded monthly and not in advance, on the additional tax dug at the rate of
two-thirds of one percent per month, or fraction of a month, from the date the estimated tax
amount was due to the date the additional tax is paid.

Part 2. Revenues

3.1 Exclusion from gross revenue of appraisal gain of assets

Where a Domestic Corporation has, by carrying out reappraisal of assets owned thereby,
increased the book value of the assets, the amount of this part thus increased shall not be
included in the amount of gross revenue in computing the amount of income in each
accounting period of the Domestic Corporation.

3.2 Inclusion in gross revenue of amount of foreign tax of foreign subsidiary
corperation to be credited against amount of corporation tax

Where a Domestic Corporation is subject, with regard to the amount of foreign corporation
tax to be levied on income of foreign subsidiary corporation under Article 6.1 (Credit for
foreign taxes), to the application of paragraph (4) of the stated Article in each accounting
period, the amount computed under the stated paragraph shall be included in gross

revenue in computing the taxable income for the accounting period of the Domestic
Corporation.

Part 4. Expenses

4.1 Exclusion from gross expense of appraisal loss of assets
Where a Domestic Corporation has carried out revaluation cf assets owned by it and
decreased the book value, the amount of the part thus decreased shall net be included in

gross expense in computing taxable income for each accounting pericd of the Domestic
Corporatiaon.

4.2 Exclusion from gross expense of salary of executive officers
{1) Out of salaries paid to executive officers of a Domestic Corporation, an amount of
salary which is not any of the following salaries, shall not be included in gross expense in

computing taxable income for each accounting period of the Domestic Corporation™
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(i) Salary paid for a certain constant period of ane month or less and the
amount is not fluctuated so much at each time of payment, and similar
kinds of remunearations.

(ii) Salary paid based on a provisicn that a fixed amount is to be paid at a fixed
time for duties of executive officers

(2) A part of unreasenably high amount, out of salaries paid by a Domestic Corporation to
its executive officers, shall not be included in gross expense in computing taxable income
for each accounting period of the Domestic Corporation.

(3) The amount of salaries paid to its executive officers by means of concealing facts or
intentionally misrepresenting accounts by a Domestic Corporation shall not be included in
gross expense in computing taxable income for each accounting period of the Domestic
Corporation or economic benefits such as profits due to waiver of debts.

{4} The executive officers having duties as an employee, which are stated in paragraph (1),
out of executive officers {excluding president, chairman and similar executive officers),
mean those who have a position as director of department, director of division or another
position as an employee in the organization and, further, are engaged in duty as an
employee on a full time basis.

4.3 Exclusion from gross expense of donations

(1) Any amount of donations paid to FSM chatities by a Domestic Corporation exceeding
five percent (5%} of gross taxable income in each accounting period, shall not be included
in gross expense in computing taxable income for each accounting period of such
Domestic Corporation.

{2) Of an amount of donation paid by a corporation in each accounting period, the amount
of contribution or donation to a foreign-related person pertaining to the stated corporation

shall not be included in gross expense in computaticen of income of each accounting period
of the stated corporation.

4.4 Exclusion of entertainment expense from deductible expenses

(1) Any amount of entertainment that a cerporation pays in sach accounting period shall
not be calculated as expenses in computing income in the accounting period.

(2) The entertainment expenses as prescribed in the paragraph (1) mean the
entertainment, reception, secret expenses, and other expenses which are spent by a
corparation for the purpase of receiving, entertaining, comforting its customers or suppliers,
presenting gifts to them or doing similar conducts except an expense that is any of the
following expenses stated below:
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(i} Usual expenses required for athletic games, entertainment, recreation travels, to
be held exclusively for comfart of its employees.
(ii) Usual expenses required for eating and drinking and other similar conducts

(excluding expenses spent exciusively for entertainment of executive officers or
employees or their families of such corporation), during which the business of
corporation is discussed.

4.5 Exclusion from gross expense of amount of corporation tax
The amount of corporation tax paid by a Domestic Corporation shali not be included in

gross expense in computing the amount of income in each accounting period of the
Daomestic Corporation.

4.6 Exclusion from gross expense of amount of foreign tax credited from amount of
corporation tax

Where a Domestic Corporation shall, with respect to the amount of foreign corporation lax
to be credited under Article 6.1 (Credit for foreign taxes), the amount of the stated foreign
corporation tax credited shall not be included in gross expense in computing iaxable
income for each accounting period of the Domestic Corporation.

4.7 Inclusion in gross expense of advanced depreciation of vessels

{1} In the case where a corporation has transferred vessels in its possession if, during the
accounting period of the transfer, the transferee corporation has acquired vessels and has
used or has a prospect lo use for the business, within one year from the date of the
acquisition, with respect to the replacement, limited to the cases where they have reduced
the book value by recognizing as expenses within the limit of amount equivalent to the fax
deferral basis of the acquisition, or where they have administered by the method of
accumulating as a reserve the amount not more than the tax deferral basis in the finai
settlement of accounts for such accounting period in place of deducting the book value,
the amaunt of depreciation that has been deducted or administered up to the time of the
transfer shall be counted as expense in computation of income of the accounting period.
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(2) In the provision of paragraph (1), if the corporation has acquired the vessels within one

year (the period shall be three years in the event that it usually takes one year or more 1o
construct and any other unavoidable circumstances) prior to the beginning date of the
accounting peried which includes the date of transfer of the vessels in possession, and
thal within one year from the acquisition has used the acquired assets for business of the

corporation (excluding the event that the acquired assets have ceased to be used for the
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